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STAFF REPORT
SUBJECT:
AN ORDINANCE making a supplemental appropriation for $1.2 million which will authorize the Executive to proceed with the next phase of a process to either purchase or build a new office building for King County.

BACKGROUND:
On July 15, 2002 Council approved Ordinance 14420 that approved $475,000 to explore options to either purchase an existing building or build a new office building for King County.  The appropriation also included a phase II analysis of the Central Steam Plant Feasibility Study.  This exploration project was the next step in a series of previous reports and recommendations including independent reports by the Properties Expert Review Task Force (PERT) and Peer Review Panel.  The recommendation of these independent reports was that it was significantly more cost effective for the county to own rather than continue leasing space.  These recommendations were further validated in 2001 in a consultant report entitled Alternatives to Reliance on Leased Space.
On June 11, 2003 the Budget & Fiscal Management Committee was briefed on the current status of the project process.  The briefing summarized the status of the four parallel track wide net process shown in the process diagram included in the staff report in Attachment #4.  The four parallel tracks utilized in this process are summarized as follows:

· Track A:  An evaluation of new building construction options on King County owned land.

· Track B:  An evaluation of development options or acquisition of an existing building on non-county-owned property.

· Track C:  The Fast Track option to be used if an opportunity emerged that was clearly financially superior to all other developing options.

· Track D:  Central Steam Co-Generation.  Phase II of a study of central steam/co-generation opportunities for the King County and Harborview campuses.  A technical and economic analysis of co-generation and/or central steam plant operations for county-owned buildings.

On September 15, 2003 the Executive transmitted proposed Ordinance 2003-0427 requesting a supplemental appropriation of $1.2 million expenditure authority in to proceed with a phased pre-development process. The transmittal included project analysis results entitled An Approach to Reducing King County Office Space Costs.  The Executive’s recommendation is summarized in the following two elements:

1. Construction of a new King County Office Building to accommodate approximately 261,000 square feet of office space.

2. Construction of a new central steam plant to provide thermal energy for the King County Courthouse complex and Harborview Medical Center.

The Executive’s analysis is substantive and too voluminous to attach to this staff report.  Council members were previously provided copies of the transmittal letter, proposed legislation and the analysis and the committee clerk has a copy that will be available in chambers for review.  Additional copies of the transmitted materials will be made available to councilmembers upon request.  Selected pages from the Executive’s analysis are included herein as attachments to the staff report.

EVALUATION PROCESS

Track A:  Development of King County Owned Land

In March 2003 the county issued a Request for Qualifications (RFQ) (108-03RLD) soliciting responses from qualified developer teams to plan, design and construct a lease-leaseback for a new office building on King County-owned land (Goat Hill, Automotive Center or other County-owned site).  A total of seven (7) proposals were received and evaluated based on the criteria defined in the RFQ.  Three short-listed finalists were selected and invited to propose on a Request for Proposal (RFP).  The RFP was issued on May 22, 2003 in accordance with RCW 36.34.205 and KCC 4.56.160 (E).  Short-listed finalists included Hines Interest Limited Partnership, Opus Northwest, L.L.C. and Wright Runstad & Company.  Appendix C of the Executive’s analysis includes a copy of RFQ 108-03RLD and Facilities Management Division selection committee shortlist ranking matrix

RFP proposal responses from all three RFQ short-listed finalists were received on June 5, 2003.  Appendix D of the Executive’s analysis includes a copy of RFP 108-03RLD and Facilities Management Division selection committee recommendation and memorandum.

Authorization to move forward with this development option is subject to Council approval of this option and approval of expenditure authority.

Track B:  Building Development or Acquisition on Non-County-Owned Land

On May 22, 2003 the county issued an RFP (125-03RLD) soliciting proposals from commercial real estate developers that own and/or control appropriately located property to plan, develop, design and construct a build-to-suit, lease to-own development project.  The definition of “appropriately located property” was defined in the RFP as bounded by 8th Avenue on the east, Alaskan Way on the west, University Street on the north and Royal Brougham Way on the south.  The RFP assumed an IRS tax code revenue ruling “63-20” bond financing strategy will be used on the project.  A single RFP proposal response was received on June 5, 2003 from Opus Northwest, L.L.C..  The non-county-owned proposal property was located at 5th Avenue between Terrace and Yesler Streets and is adjacent to the county-owned Goat Hill property.  The Opus proposal matched line for line the Opus proposal for RFP 108-03RLD except for addition of the land cost line item which was $20 million. Facilities Management Division transmitted a letter to King County Procurement dated August 26, 2003 indicating the proposal was found unacceptable.

A wide net process of selection and narrowing was undertaken beginning in November 2002 that resulted in a total of 266 buildings and sites.  In February 2003 a master list was selected that included 41 buildings and sites.  A short list of 11 buildings and sites was developed by May 2003.  A further narrowing of the short list to five buildings occurred in August 2003.  These five candidates were subjected to further evaluation that included code, seismic, architectural, mechanical, electrical engineering, cost, and qualitative evaluation necessary to bring the buildings up to an assumed standard.  This evaluation was completed in early September 2003.

Track C:  Fast Track

In December 2002 the consultant agreement was amended to use the “Fast Track” option to assess the feasibility and attractiveness of co-developing with the City of Seattle on the Third Avenue & James Street site (i.e. the Public Safety Building).  Following an analysis by the consultant team the Third Avenue & James site was removed from the Fast Track option.  No other properties were evaluated using the Fast Track option.

Track D:  Central Steam

The second phase of the central steam plant and co-generation has been completed (co-generation is the simultaneous production of electricity and thermal energy).  The Executive’s recommendation is that the most cost effective long-term utility measure is the construction of a central steam plant to provide thermal energy for the King County Courthouse complex and Harborview Medical Center.  According to the executive’s analysis based on independent consultant reports the estimated cost of the facility is $3.5 million and would have a payback of 3 to 4 years and reduce annual energy costs by $535,000 annually.  Committee staff have not had an opportunity to review the analysis.

A process diagram illustrating the interrelationship of the concurrent four-track process is included in Attachment #4.

Unsolicited Proposals:

It has come to committee staff attention that a number of unsolicited proposals which were outside the Facilities Management Division planned RFP/RFQ process were received by FMD during the course of the analysis.  The evaluation and outcomes of these proposals are not discussed in the Executive’s transmittal or analysis and have not been reviewed by committee staff.

Possible Conflict of Interest:

A possible conflict of interest on the part of the consultants was discovered just prior to transmittal of the work of this project.  Executive staff will brief members at the Budget & Fiscal Management Committee meeting regarding this issue.

Committee staff requested a summary illustrating the evaluation and selection process for all phases of the project be provided to clarify the roles of all parties involved in the decision process.  A matrix was provided by FMD staff on September 24, 2003 and is included in Attachment #5.

PROPOSAL ELEMENTS:

Transmittal of the proposed legislation was received too late to allow adequate time for committee staff to fully analyze the proposal prior to budget.  Therefore, today’s briefing will be a preliminary review to highlight some of the key elements of the Executive’s proposal and provide an opportunity for Executive staff to present their findings directly to the committee.  

The Executive’s recommendations can be summarized into two overall elements:

1. Construction of a new 261,000 sf office building for King County.

2. Construction of a new central steam plant to provide thermal energy for the King County Courthouse complex and Harborview Medical Center

According to the Executive’s analysis the combination of these two recommendations will achieve an estimated savings of $11.2 million over the 25-year financing term.  Additionally, the report notes that the debt service will be covered through savings in outside leases and other financial advantages.

Construction of a new building:  The report highlights four benefits to King County resulting from the recommendation to build a new building on county-owned land in lieu of either continuing to lease space or purchasing of an existing building.  The benefits of these recommendations are summarized in the transmittal letter and the executive summary:

· Achieving liquidity on the county-owned land.  

· Accommodating anticipating 10-year growth projections.  

· Consolidating county operations:  

· Creating a valuable asset for the county

Construction of a central steam plant:  The report concludes that construction of a central steam plant is the most cost effective of the alternatives analyzed.  The report concludes that annual energy savings in the range of $535,000 can be achieved.  The co-generation option is not included in the Executive’s recommendation.

Site Selection:  The proposal does not include a recommendation for a site for the Executive’s recommended build option.  Three county-owned sites are currently being considered and include:

· Goat Hill Site:  between Jefferson Street and Terrace Street and east of 5th Avenue (south of the King County Corrections Facility).

· King County Parking Garage Site:  between Jefferson Street and Terrace Street and west of 5th Avenue.

· North parking Lot Site:  north of the stadium

Proposed Tenants:

Proposed tenants for the New/Purchased King County Office Building must be viewed in the larger context of existing occupancy conditions for the entire complex of county buildings, the adopted space plan and policies, existing leases and lease expiration dates and temporary moves associated with other Capital Improvement Projects (CIP) such as the Courthouse Seismic Project.  The Executive’s recommendation establishes how the existing vacant space is proposed to be backfilled, which agencies are proposed to occupy the new building, and which agencies are proposed to continue leasing outside space.  A summary of the current locations of affected agencies and their proposed move locations is summarized on Table 4.C of the proposal analysis and is included in this staff report in Attachment #6.

Current agencies scheduled to relocate to the proposed New/Purchased County Office Building are summarized the following table:

	Location
	Department/Agency
	Forecast S.F.

	Exchange Building
	DES/Finance
	25,000

	Exchange Building
	DCHS
	40,648

	Wells Fargo
	DPH
	87,010

	Key Tower
	DES/ITS
	33,345

	Bank of America
	DES/Admin
	1,050

	Courthouse
	Executive BRED
	4,200

	1916 Boren
	DPH
	5,660

	Walthew Building
	DCHS/Public Defense
	4,083

	Admin Building
	Finance
	16,000

	Graybar Building
	Print Shop/Surplus Property
	16,670

	Miscellaneous
	Mail/Facilities Support
	27,415

	Total
	
	260,081


Appendix F of the proposed New/Purchased County Office Building analysis provides additional detail including current and projected staff, lease expiration dates and proposed “possible” new locations which includes proposed floor level locations for each agency.  See Attachment #7.

Proposed Key Tenant Moves:  The key proposed policy change in the proposed 2003 Space Plan that has created a ripple affect in the proposed New/Purchased King County Office Building space planning is:

“Retain, upgrade, and restore the King County Courthouse for functions requiring weapons screening or a heightened level of security throughout the building.”

This proposed policy is the basis for the proposed relocation of the King County PAO from lease space in the Key Tower, Bank of California, and Bank of America back into the Courthouse.  

Proposed relocation of the PAO units to the Courthouse creates a ripple effect and is the justification for the proposed relocation of the Executive Office and the Office of Management & Budget (OMB) to the 6th Floor of the Administration Building.  The 6th floor of the Administration is currently occupied by the Department of Finance which is proposed to be relocated to the New/Purchased County Office Building in 2007.  In staff to staff discussions it was confirmed that the Executive & OMB anticipate remaining in lease space in the Bank of America until after Finance moves to the proposed New/Purchased County Office Building in 2007.  Funding to support the Executive/OMB Bank of America lease costs originate from the Courthouse Seismic Project (CSP) which is scheduled for completion in August 2004.   Funding to support lease renewal costs beyond August 2004 ($474,000 annual lease cost) are proposed to originate from two sources:

1. Revenues generated from lease payments received from the State of Washington and Federal Government for the Child and Family Services program which is currently located in the Bank of California and proposed to be relocated back to the Executive’s spaces on the 4th floor of the Courthouse.

2. Lease revenue savings from the PAO relocations from lease space back into the Courthouse.

Bank of America lease costs for 34 months from August 2004 through June 2007 (allowing 6-months for Administration Building tenant improvements) equates to $1.3 million excluding tenant improvement costs.  Tenant improvements were only recently completed on the existing Executive’s suite in the Courthouse.  The proposal does not appear to identify many of the peripheral costs associated with tenant moves and lease costs associated with the recommendations.

Per King County Code 4.04.075, a fiscal note outlining the fiscal impact of this legislation is required and is included in this staff report in Attachment #3.

Next Steps:  
· Continued staff analysis

· Resolution of the possible conflict of interest issue

INVITED:

· Kathy Brown, DES Director, Facilities Management Division

· Dave Preugschat, DES Deputy Director, Facilities Management Division

· Sally Bagshaw, Senior Deputy, PAO, Civil Division

· David Victor, The Seneca Real Estate Group

· Craig Kinzer, Kinzer Real Estate

ATTACHMENTS:


1. Proposed Ordinance 2003-0427.1

2. Transmittal Letter, dated September 15, 2003

3. Fiscal Note

4. Process Diagram; Proposal Analysis

5. Evaluation Process Matrix

6. Table 4.C; Proposal Analysis, Backfill of Existing Space
7. Appendix F; Proposal Analysis, Backfill of Existing Space w/ Detail
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